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THE RAILROAD SITUATION IN MEXICO 

By A. W. Donly, formerly Trade Commissioner of the 
Dominion of Canada in Mexico 

Except in the minds of the rainbow chasing visionary and 
the half-baked pacifist, it is generally accepted that the flag 
must either go ahead of commerce or follow so closely in 
its wake that the two shall not be separated by any great 
distance. It is equally true that, if commercial develop- 
ment is to prosper, adequate means of transportation must 
be provided. The fact that any certain district or country 
may be fertile in soil, or possessed of other great natural 
wealth, is not sufficient. Until transportation is provided, 
this potential wealth must remain practically unproductive 
and of little worth. 

The truth of the foregoing statements has never been 
better illustrated than in the case of Mexico. A country 
of great fertility and of vast natural resources, her lack of 
interior and exterior means of communication had kept 
her, previous to 1876, in a most primitive state, so far as 
commercial development and prosperity are concerned. Up 
to that time, one single line of railway, 264 miles in length, 
connected the port of Vera Cruz with the capital city and 
this was the then sum total of railroad development. In 
1911, when Porfirio Diaz retired from office, the total num- 
ber of miles was nearly seventeen thousand. 

Mexico, being a land without adequate inland waterways, 
must depend for her internal transportation in bulk almost 
exclusively upon her railroads. These have been of com- 
paratively recent origin, the first line to operate in the 
republic having been inaugurated in 1873. This road, fin- 
anced and constructed by British enterprise, is known as 
the Mexican Railway. It connects the capital of the coun- 
try with its most important seaport, Vera Cruz. 

234 
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Various concessions were granted for the construction of 
this Une; the first one as early as 1853, but no serious effort 
was ever made to construct the line until 1856; even then the 
constant disturbances in Mexico so delayed the work that 
for eleven years little was accomplished. With the over- 
throw of MaximiUan in 1867, the problem was formally 
taken in hand, and by the law of November 27, 1867, the 
road was granted an annual subsidy of 560,000 pesos, equiv- 
alent at that time to so many dollars, to run for twenty-five 
years. The following year the clause giving the Mexican 
Railway the sole right to construct a line between Mexico 
City and Vera Cruz was cancelled, but the government 
pledged itself to subsidize no other line between these two 
points for a period of sixty-five years. It may be noted 
that this concession was granted ten years prior to the presi- 
dency of Porfirio Diaz, who is frequently accused of being 
the author of the practice in Mexico of granting concessions 
to foreigners. As a matter of fact it was under the imperial 
government in 1864 that the Mexican Railway Company 
Limited was incorporated in London, the company's con- 
cession being confirmed after Maximilian's overthrow by 
the government of Benito Juarez, as has been stated. 
Under the final form of the concession, the Mexican govern- 
ment secured for itself the right to demand a revision of 
freight and passenger tariffs every two years, and to be 
represented on the board of directors. 

The main line of the Mexican Railway is but 264 miles 
long; its branches aggregate 57 miles. The construction of 
the road was exceptionally difficult, owing to the steep 
grades and the nature of the ground encountered, there 
being a climb of over 8000 feet in the first 160 miles. This 
alone would have rendered the road costly, but in addition 
to this source of expenditure the Mexican government 
insisted upon the clause in the concession demanding that 
the construction of the line be carried on simultaneously 
from both ends. This involved an immense outlay of 
energy and money in hauling rails and other material from 
the sea-coast up to the high table-land in carts and enor- 
mously increased the cost of the undertaking. The object 
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of this action on the Mexican Government's part is not 
quite clear, the explanation generally offered being that 
experience in other Latin American Countries showed that 
concessionaires frequently became discouraged and aban- 
doned their work unfinished, if it were possible to do so with- 
out too great a loss, but that having hauled their material 
to an inland point, it would be hopelessly lost should the 
road not be finished. At all events the road was built under 
these conditions and the capitalization is correspondingly 
high, being as follows: 

Pounds sterling 

Ordinary share capital stock 2,254,720 

First preferred share capital stock 2,554,100 

Second preferred share capital stock 1,011,960 

Perpetual debenture stock 2,000,000 

Total 7,820,780 

The venture was profitable only in a moderate degree, the 
exceedingly steep grades involving heavy operating charges 
and what with this and the large capitalization, it was long 
before any dividends were declared. In 1902, only the 
first preferred shares paid a dividend, and then only at the 
rate of about 2.5 per cent per annum. In 1907 the first 
preferred paid 8 per cent and the second preferred about 
5 per cent; the ordinary shares paid nothing. Until 1914 
the Mexican Railway suffered comparatively little through 
the disturbed conditions prevailing in Mexico since 1910, 
but beginning with the American occupation of Vera Cruz 
in 1914, during which a portion of the track was torn up, 
and from that time until 1919, the road has suffered enor- 
mously. Since November, 1914, it has been the scene of 
constant battles and assaults upon trains, with the result 
that a very large part of its rolling stock and most of its 
buildings were destroyed. The Carranza government took 
over the property and has been operating it for its own 
profit. It managed to keep the line open by constructing 
numerous block-houses along the right-of-way and by send- 
ing heavy military escorts on all of the trains. This dis- 
couraged the rebel raiding-parties and a fairly regular ser- 
vice was maintained throughout 1919, though the traffic was 
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far below normal. It was stated by persons claiming to 
know that of the eighty odd locomotives included in the 
company's equipment in 1914, only eight or ten were in 
service in 1919. The yards at Apizaco and Orizaba are 
filled with wrecked cars, and almost every one of the 
smaller station buildings along the line is damaged beyond 
repair, but the roadbed itself has escaped with compara- 
tively little damage, the tunnels and more important bridges 
being intact. 

The desirability of rail connection with the United States 
was recognized at the time the Mexican Railway was com- 
pleted, but President Lerdo de Tejada, at that time the 
Mexican executive, did not favor the project, regarding it as 
a strategic menace to the safety of his country. He did, 
however, grant charters for lines to the interior of the re- 
public from its capital, without extending to the frontier. 

Under his successor, Porfirio Diaz, a different policy was 
adopted and railroad building was encouraged, particular 
attention being given to the construction of lines covering 
the northern and central plateaus, at that time the best 
developed and most productive portions of Mexico. 

As a result of this policy it was not long before the region 
in question was traversed by extensive systems of rail- 
roads which added incalculably to its commercial prosperity. 
The principal lines, three in number, were built in the 
eighties. They were : The Mexican Central Railway, con- 
necting Mexico City with El Paso, Texas, as its main trunk, 
from which branches ran from Irapusto through Guada- 
lajara to Manzanillo on the Pacific, from Aguascalientes 
via San Luis Potosi to Tampico on the Gulf of Mexico, and 
another from Torreon to the same port via Monterrey; the 
Mexican International Railroad, running from the City of 
Durango to Eagle Pass via Torreon; and the old Mexican 
National Railroad, the shortest route from Mexico City to 
the United States border, via San Luis Potosi, Saltillo and 
Monterey to Laredo. 

According to the franchises or "concessions" under which 
these roads were built, they all received government sub- 
sidies at an average rate of 7000 pesos a kilometer or 11,200 
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pesos a mile. At the time the subsidy was granted, this 
represented an equal number of American dollars; it is to 
be noted, however, that the subsidy was not paid in a lump 
sum, but spread over a long term and that the fall in the 
price of silver, which came in the late eighties, reduced the 
value of the government help by one half. According to 
the testimony of Mr. E. N. Brown, at one time president of 
the National Railways of Mexico, before the Senate Investi- 
gating Committee (Investigation of Mexican Affairs, Part 
I, p. 1793), the subsidy was from 15 to 18 per cent of the 
cost of construction of the line. The concession carried 
with it : 

(a) The right to construct the railroad. 

(b) The right to build a telegraph or telephone line. 

(c) The right to exploit the railroad and the telegraph 
or telephone line during the entire period of the franchise. 
This period might not exceed ninety-nine years. 

At the close of this period the railroad, with its "lands, 
stations, piers, warehouses, etc.," in good condition, be- 
came the property of the nation. 

There were numerous other requirements exacted by the 
government, such as the free carriage of mails, half-rates 
for all government employees and for soldiers, whether on 
or off duty, and for all their equipment, horses and artillery. 
All tariffs, freight, and passenger, must be revised every 
three years, such revision to receive the approval of the 
Department of Communications and Public Works. 

The concessionaires on their part had the following privi- 
leges: Fifteen years exemption from federal and local tax- 
ation except the stamp tax; for five years, importation free 
from customs duties and from taxes, of fixed material for 
tracks, rolling-stock and repair parts, material for telegraph 
lines, turntables, cranes, water tanks, etc.; and protection 
against competing lines for a period of not more than ten 
years within a zone agreed upon. (Railroad law of Mexico 
as amended to April 29, 1899.) 
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The Tehuantepec National Railway 

The Tehuantepec National Railway crosses the Isthmus 
of Tehuantepec; which is situated in the southern part of 
Mexico in the States of Vera Cruz and Oaxaca. The dis- 
tance from ocean to ocean, as the crow flies, is 125 miles, 
and the idea of utilizing it in one way or another had long 
suggested itself to the authorities of Mexico, even in colo- 
nial days. The project of a canal was also considered, as 
was a combination of a canal and land transportation. 
One well known American engineer even advocated a ship- 
railroad, for the building of which he was given a concession, 
though the work was never undertaken. 

In 1878 a concession for a railroad was given to Mr. 
Learned of New York, but this was forfeited in 1882; ev- 
eral others obtained the concession, but all failed to con- 
struct the railroad until 1892, when Messrs. Hampson, 
Stanhope and Corthell obtained the franchise and began the 
work which was completed in 1894. They lacked, however, 
port facilities at the two tidewater terminals, Salina Cruz 
on the Pacific and Coatzacoalcos, as the port on the Gulf 
of Mexico was then called. The project of constructing 
these works was beyond the means of any private firm; 
furthermore, the Mexican government was determined to 
exercise full control over a route so important strategically. 
It therefore took over the railroad and entered into a con- 
tract with the British firm of S. Pearson & Son for the con- 
struction of the terminal facilities and for making such 
improvements to the railroad as were necessary to enable 
it to carry the traffic which it was hoped to develop. The 
government further entered into partnership with Pearson 
& Son for the operation of the property, the agreement 
between the two contracting parties being signed in its 
final form in May, 1904. The contract, as made in 1902, 
had a life of fifty-one years, the firm of Pearson & Son being 
the managers of the property, the working capital of 
$7,000,000 being furnished in equal amounts by the con- 
tracting parties. The following disposition was to be made 
of the earnings : (1) Payment of operating expenses, main- 
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tenance of track and a reserve fund set aside for repairs. 
(2) Payment of interest on loans. (3) Payment to the 
two partners of 5 per cent on the capital furnished by them. 
(4) Refundment of losses for previous years which had been 
charged to capital. (5) Payment of interest at 5 per cent 
annually for capital invested in Coatzacoalcos port works. 
(6) Surplus to be divided between the partners of which the 
government was to receive during the first thirty-six years, 
65 per cent; during the next five years, 68.5 per cent; during 
the next five years, 72.5 per cent; and during the remaining 
years 76.5 per cent; the balance in each case going to 
Pearson & Son. 

The route presents no engineering difficulties of note; the 
highest point being only 730 feet above sea-level. The 
port works at both terminals are elaborate, those at Coatza- 
coalcos, or Puerto Mexico as it is now called, consisting of 
extensive jetties and wharves, while at Salina Cruz an open 
roadstead has been converted into an artificial port capable 
of accommodating six vessels and susceptible of being en- 
larged to double that capacity at a small outlay. Both 
terminals were equipped with electric cranes and other 
loading devices, which at the time of their installation were 
the most modern of their kind. There were also magnifi- 
cent warehouse and storage facilities. 

The line as rebuilt was inaugurated in 1907, the Hawaiian 
American Steamship line making use of this route for the 
transportation of the sugar it carried from Hawaii to your 
Atlantic ports, the trans-shipment charges at the Isthmus 
of Tehuantepec being reasonable and the service excellent; 
products from California, Oregon, British Columbia and 
Alaska were also routed across the isthmus in preference to 
being sent by Panama, there being a saving of some 1200 
miles by the former route for cargoes shipped from San 
Francisco for Altantic ports. 

The unusually substantial character of the road-bed has 
to some extent protected it from injury at the hands of the 
fighting factions which infested the territory through which 
the Tehuantepec National Railway runs; but the rolling 
stock has shared the fate of that of other lines, a great por- 
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tion of it having been destroyed by fire or dynamite, acci- 
dent or wear. Moreover, the Tehuantepec Une, though 
managed with remarkable ability, did not, even before the 
revolution began, develop the traffic that had been hoped 
for, the Panama Canal proving a more serious competitor 
than had been anticipated. Nevertheless, a fair business 
was being built up, and had anything like normal conditions 
prevailed, the road would in all probability have developed 
into a paying investment. The revolution which broke 
out in 1910 did not at first cause the Tehuantepec line much 
loss, but from 1913 the disorders, which prior to that time 
had been confined to the north of the Republic of Mexico, 
spread over the south as well, and from that time on there 
was a constantly growing shrinkage of Mexican products 
to be shipped across the isthmus as well as more or less 
destruction of the railroad's property. 

A large part of the freight carried consisted of raw 
Hawaiian sugar, brought to Salina Cruz from Honolulu 
by the Hawaiian American Line steamers, and transferred 
by rail to Puerto Mexico, whence steamers of the same line 
took it to the refineries on your eastern seaboard. When 
the United States entered the European war, the Hawaiian 
American Line boats were taken over by the American 
government and the traffic across the Isthmus of Tehuante- 
pec was still further reduced. It has now shrunk to insig- 
nificant proportions with little prospect in sight for any 
improvement in the situation. Much of the rolling stock 
has been destroyed or diverted to use upon other lines, 
and the port works at both terminals are suffering from 
neglect, the revenue of the late Carranza government being 
swallowed up by the demands of his military establishment. 
The present outlook for the future of the Tehuantepec 
National Line is anything but roseate. 

In 1903 Mr. Jose Y. Limantour, Minister of Finance under 
President Porfirio Diaz, began work on a program having 
for its object the government control of one or more of the 
principal railroads of the country. The first property in 
which he acquired such a contro ling interest was the Mexi- 
can National Railroad, and some years later he carried to 
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a successful conclusion a merger, by which he took into the 
system now known as the National Railways of Mexico, 
the line already mentioned, the Mexican Central Railway, 
the Mexican International Railroad and two short standard- 
gauge lines in the southern part of the republic, the Vera 
Cruz and Pacific, which connects Santo Lucrecia on the 
Isthmus of Tehuantepec with the cities of Vera Cruz and 
Cordoba, and the Pan-American which joins Sano Geronomo 
on the Tehuantepec National Railway with the frontier of 
Guatemala. In addition, the merger controlled the very 
extensive narrow-gauge Interoceanic Railway of Mexico, 
which extends from Vera Cruz well into the State of More- 
los, passing through Jalapa, Puebla and Mexico City, and 
its subsidiary line, the Mexican Southern Railway, which 
runs between Puebla and Oaxaca. The two last named 
properties, though operated as part of the system of the 
National Railways of Mexico, do not belong to it, and in 
the statements which follow as to mileage, equipment and 
capitalization, these two lines are not included. 

As stated by the annual report of the National Railways 
of Mexico for the fiscal year ending June 30, 1914, the 
company's liabilities at that time were: 

Mexican currency U. S. currency 

Capital stock 448,014,716 

Funded debt 407,672,380 

Stocks and bonds of original lines in 

hands of public 3,833,495 

Assumed obligations 2,226,912 

Interest on bonds and notes 7,879,250 

Unclaimed dividends 25,878 

Notes payable 67,364,824 

Total, less current liabilities 937,017,455 

$468,508,727.50 

The same report gives the total mileage of the system, 
exclusive of yards and sidings, but including several short 
leased lines of an aggregate length of less than sixty miles as : 

MUes 

Standard gage 6,468 

Narrow gage 387 

6,885 



THE RAILEOAD SITUATION IN MEXICO 243 

The gathering of these particular data presents no great 
difficulty, even in time of revolution, as they are a matter 
of record and easily accessible. For all practical purposes 
both the liabilities and the mileage for 1914 were the same 
as they were at the time of the formation of the merger in 
1908. On the other hand, correct information as to the 
physical condition of the road, and of the rolling stock on 
hand is by no means so easy to obtain, as may be gathered 
from the "Remarks" taken from the report already quoted: 

These statements (covering rolling-stock) are inserted this year 
only because it has been customary to publish such data in our 
annual reports. 

Comparing the figures with the equipment on hand at the close 
of the last fiscal year, they indicate that during the year under 
review but 1734 freight and 40 passenger cars and no engines 
were destroyed. As stated elsewhere in this report, many districts 
or divisions were out of our hands either for brief periods or during 
the entire year and consequently it was impossible to get accurate 
data as to the destruction. The reports were kept as accurately 
as official data was received for them from division officers, but 
from current reports of casualities received by us, during the year, 
it is believed that the above list is not complete. 

During the year the daily reports received indicated at times 
the destruction of complete trains. In regard to locomotives 
the report does not show any as destroyed from revolutionary 
causes, but undoubtedly many of the engines which were dyna- 
mited, burned or otherwise wrecked during the year were reduced 
to such a condition that they should be called destroyed. In 
the attack on Monterrey, October 23 and 24, 1913, 17 engines 
were burned in the round house and a total of 637 cars were 
burned; when Monclava was attacked, March 11, 1914, 9 engines 
and 281 of our cars were burned. 

The superintendent of the mechanical department closes his 
annual report by saying: "Condition of engines on Northern 
Cardenas, Monterrey, Chihuahua, Monclova, Torreon and Dur- 
ango Divisions and Tampico Terminal cannot be shown, on ac- 
count of no reports having been received due to present situation." 

Mr. E. N. Brown, whose testimony has been referred to, 
states that in 1913 the "National Railways and the subsidi- 
ary lines had some 22,000 freight cars in service, and 729 
locomotives." In the Tenth Annual Report of the National 
Railways of Mexico, for the fiscal year ending June 30, 
1918, there is given in review the following information as 
to the rolling-stock on hand June 30, 1913, as compared 
with that on hand at the time the report was issued : 
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June, 191S June, 1918 Decreate 

National railways 16,661 10,538 6,123 

Freight cars, standard gage 1,831 1,193 638 

Freight cars, narrow gage 435 345 90 

Passenger coaches, standard gage. 118 84 34 

Passenger coaches, narrow gage... 620 362 258 

Locomotives, serviceable 

Bearing in mind the dates, it will be noted that the above 
inventory applies to the fiscal year ending June 30, 1913, 
nearly three years after the political disturbances in Mexico 
began; already the railroad properties had suffered consid- 
erably, but far worse was to come. 

It is well to digress here for a moment for the purpose of 
discussing briefly a certain important factor in the railroad 
situation in Mexico, to wit, its personnel. At first owing 
to the utter unfamiliarity of the Mexicans with every branch 
of this industry, it was necessary to fill all positions requir- 
ing mechanical knowledge and skill, or a familiarity with 
railroading and its allied professions, with foreigners, in 
this case almost exclusively Americans. Practically all of 
the locomotive engineers, conductors, station agents, tele- 
graph operators, boiler-makers and others connected with 
the repair shops were of that nationality, as well as a large 
proportion of the office force. 

It was early recognized by the Mexican government that 
from a national point of view this state of affairs was highly 
undesirable, and steps were taken to remedy the situation 
with the cooperation of the railroads themselves. Schools 
for educating apprentices were established as early as 1890. 
Boys desiring to learn railroading were taken at fourteen 
or fifteen years of age, under a four-year contract, beginning 
at 62^ cents a day for the first year, with a gradual increase 
in wages which for the fourth year were S^ pesos. A forfeit 
of 25 cents a day was held back and this was paid to them 
on completion of the contract, when they received a certifi- 
cate of service constituting them as what was known as 
journeymen (jornaleros). They were then free to remain 
with the railroad or to seek work elsewhere. In 1912 there 
were 2000 such apprentices under contract to the National 
Railways, and from the time the system had been put in 
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effect, a period of twenty-two years, it was estimated that 
15,000 or 18,000 boys had received training under it. Be- 
tween 1907 and 1912, fifteen schools of a more advanced 
character were estabhshed to educate men in the operating 
service, to make them "proficient on train rules, air signals, 
air brakes and other mechanical appliances," and they had 
lectures given periodically by experts in these lines, prin- 
cipally Americans. There was also apparatus installed in 
these schools to demonstrate the appliances. (Mr. E. N. 
Brown's testimony.) 

In 1912, under the presidency of Madero, a sweeping 
change of personnel was decided upon. Possibly the un- 
friendly attitude of the United States government at that 
time influenced the decision, for threats of intervention were 
constantly in the air and under the circumstances, the 
Mexican government can hardly be blamed for not wishing 
the country's means of transportation to remain in the 
hands of the citizens of a nation with which hostilities 
appeared highly probable. But, while no valid objection 
can be raised as to the propriety of making the change, the 
method employed provided a great deal of criticism, not 
wholly undeserved. If I remember rightly, a decree was 
issued making compulsory after a certain date the use of 
the Spanish language in all business connected with the 
operation of the roads; this virtually forced the resignation 
of a large part of the American employees, few of whom 
spoke that tongue with the necessary degree of fluency and 
still fewer could either read or write it. It was an ungra- 
cious return for the years of service they had rendered and 
worked great hardships upon the many who were too old 
to begin life over again in other countries, and it is to be 
regretted' that the Mexican government, in exercising what 
was its right, could not have shown greater consideration. 

As might have been expected, the immediate results of 
the change were not beneficial to the railroads, for many 
men were moved into positions of responsibility which they 
were unqualified to fill. It is but fair to the Mexicans to 
say that in time they rose to the occasion, and that they 
have since developed railroad men quite equal to many of 
those whom they succeeded. 
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The political disturbances which for the last ten years 
have afflicted Mexico, have profoundly affected most of her 
industries and none more so than that of railroading, for 
from the beginning of the fighting, the roads were used for 
moving troops; indeed, on the arid plains of the north, 
where many of the campaigns were waged, they furnish 
the only practical method of transportation. So closely 
have the military movements in Mexico been tied to the 
railroads that it may be said with substantial accuracy 
that 90 per cent of the fighting there has taken place within 
ten miles of the nearest line. 

At first the railroads suffered chiefly from the interrup- 
tion of commercial traffic and from the rough usage inci- 
dental to armed movements the world over; but as their 
strategic importance became more clearly understood, they 
came to be regarded in many cases as the main objectives; 
he who had possession making every effort to retain it, he 
who did not, resorting to every method to capture or dam- 
age his enemies' means of communication. In the begin- 
ning these methods were such as are sanctioned by the rules 
of civilized warfare; the attacks were directed exclusively 
against troop trains by means of artillery fire, the tearing 
up of rails or the hemming in of trains by the destruction 
of bridges behind and in front of them. As time went on, 
however, and preventive measures were devised against the 
old methods of attack, new ones were evolved, and Just as 
in the European war the Germans sank all merchantmen, 
enemy or neutral, on the theory that they were or might 
be used to convey supplies to the Allies, so in Mexico, a 
faction driven to bay inflicted all possible damage upon the 
railroad with the intention of causing its opponents the 
greatest amount of harm. As a result, in a very short 
time the operations were not confined to attacks on militarj' 
trains, but were directed at every moving thing, animate or 
inanimate, along the railroad, and soon degenerated into 
brigandage, pure and simple, only too often accompanied 
by acts of the most fiendish cruelty against the passengers, 
the mutilation, torture and murder of men, and the kid- 
napping and violation of women. On more than one occa- 
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sion, the wounded victims of an assault were drenched in 
oil and burned, together with the car in which they lay 
helpless. 

Destructive as was the rebel activity of those days, it was 
at least confined to a small part of Mexico, there being little 
of it outside of the states of Chihuahua and Morelos. Fol- 
lowing Madero's fall, however, the disorders spread over 
the entire country, much of the destruction became purely 
wanton, and men calling themselves soldiers did not shrink 
from perpetrating outrages usually associated with crimi- 
nals of the lowest order. With the triumph of the Carranza 
revolution against Huerta in 1914, matters grew still worse 
for immediately after ousting their common enemy, the 
two victors, Villa and Carranza, quarreled and the civil 
war which followed exceeded in ferocity anything that 
Mexico had ever known. 

Very early in this phase of the fighting, Carranza, who 
regarded himself as the only legally constituted authority 
in Mexico, seized such railroads as he could and operated 
them in the name of the government, as provided for under 
the laws of April 29, 1899, Chapter VIII, Article 145, pages 
10 and 11, which say: 

The federal authorities are entitled, in case in their opinion 
the interests of the country require it, to make requisitions on 
the railroads, their personnel and all their operating material, 
and to use them as they may consider advisable. In this case, 
the nation shall indemnify the railroad companies. 

If no agreement is reached as to the amount of the indemnifi- 
cation, the latter shall be based on the average gross earnings in 
the last five years, plus ten percent, all expenses being borne by 
the company. 

In the event of war or of extraordinary circumstances, the 
executive may take measures to render unserviceable either the 
whole or part of the line, also the bridges, telegraph lines and 
signals forming part of the road. Whatever may have been de- 
stroyed shall be replaced at the cost of the nation, as soon as the 
nation's interests allow of it. 

Under the circumstances, therefore, the seizure of the 
railroads by the Carranza government has been the best 
thing that could have happened to the railroads themselves, 
insofar as it clearly fixes upon the nation the responsibility 
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for the damages sustained, and this responsibility becomes 
all the more clearly established through the recognition of 
Carranza by the United States as the de jure president of 
Mexico. 

In the absence of a systematic survey the monetary equiv- 
alent of the damage must remain a matter of conjecture, 
though such a conjecture made by so competent an author- 
ity as Mr. E. N. Brown cannot but carry weight. 

In his testimony, repeatedly quoted, he says: "Making 
repairs to rolUng stock, bridges, stations, and other de- 
stroyed property, together with making good arrears of 
repairs, I should estimate at from sixty-five to seventy 
miUion dollars United States money," (Mr. E. N. Brown, 
Investigation of Mexican Affairs, Part II, p. 1795.) 

To this sum we must add the accrued interest upon the 
bonds and notes of the company, all of which has remained 
unpaid ever since Carranza seized the property. According 
to the balance sheet of June 30, 1919, appearing in the elev- 
enth annual report of the National Railways of Mexico, 
these are: 

Mexican currency V. S. equivalent 

Interest on bonds and notes 117,140,489 

Unclaimed dividends on first preferred 

shares 25,114 

Notes payable, extended by agreement . 67,324,263 

184,489,263 $92,244,933 

From this statement it will be noted that the accrued 
interest on bonds and notes have increased since 1914 from 
less than 8,000,000 pesos to more than 117,000,000, or by 
109,000,000 pesos, $54,500,000 in United States currency, 
about $11,000,000 a year. 

It would be useless to try to state the amount of indem- 
nity to which, for the use of the property by the Mexican 
government, the railroad company will be entitled imder 
the law cited, when the time for settlement comes. The 
wording of the law itself is somewhat vague. 

If no agreement is reached as to the amount of the indeninifi- 
cation, the latter shall be based on the average gross earnings in 
the last five years, plus 10 per cent, all expenses being borne by 
the company. 
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It is evident from this provision that its framers had in 
mind the seizure of the country's raihoads at the beginning, 
and not four years after the outbreak of hostilities, as was 
the case when Carranza commandeered the roads in 1914. 
Clearly, the five-year period immediately preceding the 
seizure of the properties is not a correct or fair index to their 
earning capacity, from the causes already sufficiently de- 
scribed, so that in the final casting up of accounts the ques- 
tion of equity and fair deahng will play as important a r61e 
as that of mere bookkeeping. How adversely the revenues 
of the company were affected by the Carranza revolution 
may be judged by comparing the net earnings for the 
year ending June 30, 1914, with those of the previous year. 
These were: 

Mexican currency 

For 1912-1913 21,101,900 

For 1913-1914 2,367,439 



18,734,461 



The gross earnings for the same two periods had fallen 
from 57,370,282 pesos to 34,273,341 pesos, a shrinkage of 
40 per cent. 

The number of unknown factors involved in this question 
make its further discussion unprofitable for the present, 
though it is safe to say that it will afford rich pickings for 
the legal profession when the proper time comes. 

What we do know within reasonable limits of certainty 
is the arrears of interest and the amount needed to restore 
the properties to good physical condition. These are as 
follows : 

Mexican currency 

Accrued interest on bonds and notes 1919. 117,140,489 

Less accrued interest on same 1914 7,879,249 109,261,240 



Interest for the fiscal year 1919-1920, approximate.. . 22,000.000 
Estimated cost of repairs at rate of exchange 2 to 1 . . 130,000,000 



Total pesos 261,261,240 

or 130,630,620 dollars in United States currency, for which 
amount the RepubUc of Mexico is unquestionably liable. 
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It is to be noted that this estimate does not include 
the notes payable amounting to over 67,000,000 pesos or 
$33,500,000, as this item appears in the general balance 
of 1914 and is therefore not chargeable to government 
operation. 

So much for the economic and physical condition of the 
railroads in Mexico. Before closing I shall refer briefly to 
their moral condition. Under the Carranza administra- 
tion, it has been impossible for shippers to get cars unless 
graft is paid. Everything is regulated by schedule. I have 
heard it stated that a thousand pesos is the amount neces- 
sary to be paid, over and above the regular freight tariff, 
in order to secure from the "broker," who collects and 
distributes the graft, the guarantee of a car from the bor- 
der to Mexico City. 

Since the year 1911 Mexico has been indulging in an orgy 
of wild-oat-sowing for which she should be rebuked, sternly 
if necessary, certainly effectively. The injury to legitimate 
business and enterprise of all kinds has been in direct ratio 
to the deterioration of the railway service. The latest re- 
deemers, who are now making their bow to the public, 
exude the same kind of promises to which we have so long 
been accustomed. I am not so pessimistic as to have lost 
hope; on the other hand I am not surcharged with expecta- 
tions. A burned child dreads the fire and I am just re- 
turned from a sojourn of several weeks in Missouri. By 
their acts we shall know them and judge them thereby. 
It is well to bear in mind, in this connection, that the pres- 
ent revolt against the authority of Carranza is not a popular 
uprising but has been conducted by those very political 
militarists who were instrumental in placing him in power. 

In any case, the government of this country still owes 
an undischarged duty and obligation towards many of its 
own nationals as well as to those of other countries. Our 
pacifist orators and Bolshevist agitators to the contrary 
notwithstanding, the bulk of the railway and other Mexican 
securities are not held by the frequently maligned "Barons 
of Wall Street," but by the small investors in this country 
and in France, Belgium and England. These were pur- 
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chased in good faith, all too frequently based upon informa- 
tion emanating from official or semi-official sources in Wash- 
ington and it is now the duty of the American government 
to insist upon such a reestablishment of order and economy 
in the southern country as will insure their ultimate re- 
demption with all accrued interest. 

In conclusion, I do not hold the submerged masses in 
Mexico responsible for any of the present disaster and 
chaos. Even that element in the country which is most 
directly responsible, is entitled to some palliation for the 
gravity of its crimes, for were the Mexicans not encouraged 
to shed as much blood as they saw fit to lead them from the 
dark shadow of dictatorship into the full light of a glorious 
democracy? And the saddest commentary of all: today, 
Mexico is a bankrupt nation. With an abundance of poten- 
tial assets, she will never be able economically to rehabili- 
tate herself without outside help. The direct and indirect 
loss of the past nine years, must run well into the billions. 
With the capacity for production existing in 1911, had she 
not gone upon the rampage, she could have come through 
the years of the Great War a creditor nation to the extent 
of as many biUions as she is now a debtor and occupy an 
enviable position. Instead she is still that eternal "Mexi- 
can problem" and a thorn in the flesh to those nations out- 
side whose doors she must wait as a mendicant, if she is to 
re-achieve that political and economic status which she 
forfeited in the fateful years of 1910-1911. 



